
RHODE ISLAND prospective RATING program 

DESCRIPTION OF THE PROGRAM 

SECTION B 

I. 	 Ob i e c t i v e s  

Saidprogram is des ignedtoconformwithmandatesprescr ibedinChapter .  

1 9 ,  T i t l e  27 of t h e  laws of Rhode I s l a n d  as i t  a f f e c t sh o s p i t a l  

reimbursementandbudgetreview. 

11. 	 FeaturesandProceduresoftheProgram 

A. TheStatewide maxicap . 

For s a i d  o p e r a t i n gy e a r  a t o t a l  e x p e n s e  limit (CAP) w i l l  be 

negot ia tedbetweenthe parties as o u t l i n e d  in Sec t ion  II C and 11 D. 

The i n t e n t  of t h e  CAP is  to  e s t a b l i s ha no u t s i d el i m i t a t i o n  on t o t a l  

h o s p i t a lo p e r a t i n ge x p e n d i t u r e sf o r  a f i s c a ly e a re x c l u d i n ge x p e n s e s  

a s soc ia t edwi thp ro fes s iona lcomponen t sandac t iv i t i e sf inanced  by 

g r a n t s  c o n t r a c t s .  In concept ,  intended as aa n d  the  CAP i s  not  

t a r g e t ,b u t  o u t s i d e  budgetedr a t h e r  as a n  l i m i t a t i o n  on hospi ta l  

e x p e n d i t u r e sf o r  %odeIsland. Below t h ea g g r e g a t ec e i l i n g  of t he  

CAP, t h e  parties will be f r e et on e g o t i a t eh o s p i t a lb u d g e t s .  While 

ind iv idua l  budge t s  w i t h o u thosp i t a l  nay  be s e t t l e d  r e g a r d  to  t h e  

limit imposed by t he  CAP, i n  t h ef i n a la n a l y s i s ,t h ea g g r e g a t et o t a l  

of all h o s p i t a le x p e n s eb u d g e t si nt h eS t a t e  may not  th i sexceed  

c e i l i n g .  
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The CAP will c o n t a i np r o v i s i o n sf o r  all hospi ta lbudgetedexpendi

t u r e s ,i n c l u d i n g  salary andwages, s u p p l i e s  e x p e n s e ,f r i n g eb e n e f i t s ,  

new and medical non-medical volumeexpanded and programs, changes, 

andanyo the rfac to r simpac t inghosp i t a lcos t s ,exc lud ingexpenses  

a s soc ia t edwi thp ro fes s iona lcomponen t sandac t iv i t i e sf inanced  by 
= 

g r a n t s  and c o n t r a c t s  . 
I ft h e  volume c o r r i d o rp r o v i s i o n s  as d e s c r i b e di nS e c t i o n  II M r e s u l t  

i n  t h e  maxicap beingexceeded,such excess will be a l l o w a b l es u b j e c t  

to . .th i rd-par ty  a u d i t  review a t  yea rendse t t l emen ttha tthecor r ido r s  

were complied g r a n t i n g  of majorwith. If t h e  cont ingencies  as 

desc r ibed  i n  Sec t ion  II P r e s u l t  in the  MAXICAP beingexceeded,such 

e x c e s s  will be a l l o w a b l e  t o  c o n f i r m a t i o ns u b j e c tt h i r d - p a r t y  t h a t  

majorcontingencieshavebeengranted. 

B. Base of Cap 

For t h e  79-80 f i s c a l  t h ey e a r  b a s e  w i l l  be t h e  1973-74 a c t u a l  

h o s p i t a le x p e n s e  X t h ef i n a l  1974-75 maxicap X t h ef i n a l  1975-76 

MAXICAP X t h e  f i n a l  1976-77 maxicap X t h e  final 1977-78 MAXICAP X t h e  

f i n a l  1978-79 MAXICAP. The base will be a d j u s t e df o rt h eo p e r a t i o n  

of t h e  volume co r r ido r sandagreedto  or granted ,recur r ingmajor  

c o n t i n g e n c i e ss u b j e c tt ov a l i d a t i o n  of t he  data wi th inthecon tex t  of 

. p r o c e s st h e  d e s c r i b e d  in Sec t ion  II Q. Ln f u t u r e  years the  same 

methodology will be app l i ed .  

C. 	 S t a t e  CAP Committees 

By A p r i l  of each  year, a commit teesha l l  be formedfortheexpress  

purposeofnegot ia t ing  a proposedstatewide CAP f o rt h en e x tf i s c a l-
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Rhode  

Section II F). This committee willbe composed of representa


tives from each
of the following organizations: 


1. Blue Cross of Rhode Island 


2.  Budget Office of the State of Rhode Island 

3. HospitalAssociation of Island z 


Agreement on the proposed StatewideCAP must be unanimousby all 


of the parties cited above. 


D. 	 Program/Review - Planning Process 

It is the intentof all parties to utilize the Medical Program 

Review Processas outlined in Exhibit A. Under this process, 

hospitals shall submit program plans that exceed predetermined 

dollar criteriato the voluntary Health Planning Council.The 

Health Planning Council will evaluate these plans in ofterms 

community need andgives apriority rating in accordancewit11 the 


merits of each program in accordance with established criteria and 


its compatibility with overall community objectives.
The Planning 


Council's recommendation shall then be transmitted to Blue Cross 


and the State and the hospitals for consideration in budget 


negotiations. 


All medical programs submitted to
HPC for review will be categorized 

as either PriorityI, II, or 111, in accordancewith the priority 

grading system outlinedin Exhibit A. Priority I programs willbe 

ranked in order of the desirabilityof their implementation. Medical 

programs will then become subject to the budget negotiating process. 
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A f u l lo u t l i n e  of t h e  MedicalProgram Review Process is con ta inedin  

programsE x h i b i t  A. Medical not andsubject t o  the  HPC review, 

non-medicalprograms will be s u b j e c tt o  the a p p r o p r i a t ep r o c e s s e s  out 

l i n e d  i n  E x h i b i t  A. 

contained the theWith respect t o  HPC programs within budget ,  inple

men ta t iondo l l a r  and  carry over  ,wil lda t e ,  impac t  expensebe 

nego t i a t ed .  

Preparation, andE. Budget Review, Negotiations 

The h o s p i t a ls h a l le s t a b l i s h  and f u r n i s h  h advance a Board reviewed

for  i t s  next  year .  t hebudget  f i sca l  (At tachment  1) It will inc lude  

operating revenues t ot o t a l  budgeted expenses,  and statist ics.  P r i o r  

the beginning of eachf i sca lpe r iod ,eachhosp i t a lag reestosubmi t  i t s  

f i n a n c i a l  and s ta t i s t ica l  budge t s ,  agreed- d e t a i l e d  in  a format  to  

betweentheState ,BlueCross ,andtheHospi ta lAssociat ion,inaccor

dancewi ththet imetable  as o u t l i n e di nS e c t i o n  II F. 

and1. 	 ReviewNegotiation 

For t h en e g o t i a t i o n s ,h o s p i t a lb u d g e t s  will be submittedto Blue 

EachCross .  hospi ta l  will meet wi th  the S t a t e  Budget Of f i ce  and 

Crosspurpose  o p e r a t i n gofBlue  the  negot ia t ing  a t o t a l  

expensebudgetfortheensuingf i sca lpear .  

2. 	 . I n d i v i d u a lH o s p i t a l  Base 

. The b a s ef o ri n d i v i d u a lh o s p i t a ln e g o t i a t i o n s  will be thelower 

expensesagreedbudget includesof actual hospital  or on which 

r e s u l t s  of t h e  volume cor r idor  andt h e  ad jus tments  major  con

t i n g e n c i e s .  If a major  ancont ingency is gran ted  ind iv idua l  

h o s p i t a l ,  and  the  con t ingencydur ingnegot ia t ions  of t he  the re  

i s  a mutual between t h eagreement the parties t h a t  



Submission  medical  

cont ingencydoesnothave a carry overimpact ,thenthecont ingency  

w i l l  n o t  b e  i n c l u d e d  i n  t h e  h o s p i t a l ' s  b a s e .  

F. T imetable  

T h e  t i m e t a b l e  f o r  e a c h  f i s c a l  year w i l l  be  as fo l lows :  

to of1. 	 programs HPC 311 

It is u n d e r s t o o dt h a tt h i sd a t e  is a deadl ineand 

programs w i l l  n o t  b e  c o n s i d e r e d  a f t e r  s a i d  d a t e  un

less waiver is g ran ted  by  the  Th i rd  Pa r t i e s .  

2. Nego t i a t ions  of t h es t a t e w i d e  MAXICAP 4/1-4/30 

3 .  	 MAXICAP m e d i a t i o na n da r b i t r a t i o ni fn e c e s s a r y  

Mediationtobecompletedby 5/15 

A r b i t r a t i o n  t o  f o l l o w  t h e  5/15 d a t e  

4 .  	 R e s u l t s  ofMedicalProgramReviewsfrom HE'C 

t o  b e  known by 4 / 3 0  

5 .  	 Ind iv idua l .hosp i t a lbudge tpackagesubmiss ions  

w i l l  besubmit tedby 6/15 

6 .I n d i v i d u a lh o s p i t a lb u d g e tn e g o t i a t i o n s  t o  b e  

completedby 811 5  

7. 	 Mediation of i n d i v i d u a lh o s p i t a lb u d g e t s  t o  

becompletedby 8/31 

8. 	 Cost f i n d i n gt ob es u b m i t t e db yh o s p i t a l s  by 

l O / l ,  o r  i n  30 d a y s  f r o m  t h e  d a t e  t h e  hospi

t a l  r e c e i v e d  t h e  rate determinat ionpackage,  

fo l lowinganagreedonbudget ,shouldsuchdate  

b e  a f t e r  9/1. B l u e  Cross a n dt h eS t a t e  w i l l  have 

20 workingdaysforreviewandacceptance of 



theproposed RCC r a t e sp r o v i d e dt h eh o s p i t a l  

has  submi t t ed  a complete r a t e  de te rmina t ion  

packageandanswered a l l  q u e s t i o n s .  

G. AllowableCosts 

The e l emen t so fa l lowab lecos t s  for d e t e r m i n i n g  p r o s p e c t i v e  r a t e s  u n d e r  

t h i s  c o n t r a c t  w i l l  bethosewhichcurren t lyapply  for e a c h  p a r t i c u l a r  

purchaserofcare .For  Blue  Cross t hee l emen t s  w i l l  b et h e  same as 

those  embodied inthep resen tB lueCrosso f  Rhode I s l a n d  C o n t r a c t  w i t h  

member H o s p i t a l s  of October 1, 1973. For the v a r i o u sp a r t i c i p a t i n g  

S ta teprograms,they  w i l l  b e  c o n s i s t e n t  w i t h  t h e  a p p l i c a t i o n  of t h e  

Medicareprinciplesofreimbursement .  

H. 	 Lower of Cost or Charges 

Thelowerofcost or  cha rgeprov i s ion  w i l l  b e  a p p l i e d  p r o s p e c t i v e l y  t o  

a l l  t h i r d  par t ies  inaccordancewi ththepr inc ip l e s  of reimbursement 

a p p l i c a b l et oe a c ht h i r dp a r t y .F o r  B l u e  Crossreimbursement ,there  

w i l l  befour  (4) s e p a r a t e  tests as  o u t l i n e d  i n  S e c t i o n  2 . 1 1  ofthe  

B l u e  Cross of m o d e  I s l a n d  C o n t r a c t  w i t h  member Hospi ta l sofOctober  1973. 

ForMedica idtheprovis ionsconta inedintheFedera lRegis te rof  Hay 10  

1974andAugust 6 ,  1974respec t ive ly  w i l l  app ly .  

. 
I. 	 COASAL or MICAH Submission 

A t  t h ec o n c l u s i o no fe a c hh o s p i t a l ’ sb u d g e tn e g o t i a t i o n s ,t h et o t a l  

opera t ingexpensebudget  of t h e  h o s p i t a l  a n d  s t a t i s t i c s  for t he  ensu ing  

f i s c a l  y e a r ,  as determinedandagreed upon inaccordance  w i t h  theabove  

d e s c r i b e dp r o c e s s ,s h a l lb es u b m i t t e dt op r o s p e c t i v ec o s tf i n d i n g  

throughtheCostAllocat ionProgramof HARICOIIP, I nc .  (COSAL) o rt h e  
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ElICAH Corporat ion of Ann Arbor, Michigan, (xf anyothermutual lyagreed 


oncostpackage.Copiesof MICAH, COSAL, ar anyothermutual lyagreed 


oncos tpackage ,inpu tdocumen t sandou tpu tr epor t ssha l l  be a v a i l a b l e  


for review by a l l  parties toth i sag reemen t .  

e 


J. Rate Determinat ion 

purchaserEach of care will be r e s p o n s i b l eo n  a p r o s p e c t i v e  basis t o  

h o s p i t a l  c o n s i s t e n tc o n t i n u e  payment f o r  s e r v i c e s  w i t hp r e s e n t  

"pr inciplesof  purchaser ,re imbursement"  as def ined  for each except  

where  pr inc ip les  are changed by an appropr ia tesuch  process .  Such 

p r i n c i p l e s  are d e f i n e di nS e c t i o n  II G. m e r  a hospi ta lbudget  has 

tob e e na g r e e dt o ,t h eh o s p i t a l  will be expectedprocess  i t s  budget 

t h r o u g h  f i n d i n ga c c o r d a n c e  out l inedc o s t  i n  w i t h  =e t imeframe in  

agreement .  Each h o s p i t a l  will e i the rS e c t i o n  II F of th i s  pe r fo rm 


sepa ra t ecos tf ind ingsfo reachmajo rth i rdpa r typurchase rinconfo r  


mance w i t ht h ep r i n c i p l e s  of c o s t sa p p l i c a b l e  as de f inedinSec t ion  


G; or t h e y  w i l l  make t h e  a d j u s t m e n t s  c o s t 
a p p r o p r i a t e  t o  a s i n g l e  

f i n d i n gt op r o p e r l yr e f l e c tt h ep r i n c i p l e si n v o l v e d  

As a by-product of t h ec o s tf i n d i n g  process., r a t i o s  of a l lowab lecos t s  

h o s p i t a l  f o r  two reimbursementt o  c h a r g e s  (RCC) w i l l  be e s t a b l i s h e d  

I n p a t i e n t  Care andc a t e g o r i e s :  Outpa t ien t  Care. Thus, two o rates 

w i l l  e x i s tf o re a c ht h i r dp a r t yp u r c h a s e r .  l e c C ' s  will be based on the 

p e r t i n e n t  o f  c o s t s  for each  tor e l a t i o n s h i pa l l o w a b l e  purchaserthe  

board  charges  by c a t w r y  i n p a t i e n t  andhospi ta l  approved  ( i . e .  

o u t p a t i e n t ) .  
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K .  Hospi ta lCharges  

Each h o s p i t a l  w i l l  b e  f r e e  t o  e s t a b l i s h  a schedu leo fhosp i t a lboa rd  a p 

p rovedcha rgesoncedur ingthef i sca lyea r ,Theschedu le  m u s t  bepro

v ided  a t  t h eb e g i n n i n go ft h ef i s c a ly e a ra n di n c l u d e  a f u l l  l ist  of 

c h a r g e sf o rb o t hr o u t i n ea n da n c i l l a r i e s  and t h ed a t e ( s )  o fi m p l e m e n t a t i o n  

H o s p i t a l s  a g r e e  t o  g u a r a n t e e  t h e i r  c h a r g e  s t r u c t u r e  as d e t e r m i n e df o rt h e  

b u d g e t e df i s c a ly e a r .  However, i t  is unde r s toodtha t  a h o s p i t a l  would 

b ef r e et oc h a n g e  i t s  c h a r g e  s t r u c t u r e  f o l l o w i n g  t h e  g r a n t i n g  o f  a major 

con t ingencyad jus tmen ttotheagreed  uponbudget. 

L ,  Year End Adjustments(Attachment 4 )  

The fo l lowing  provis ions  w i l l  app ly  bu t  w i l l  be  handled  a s  a year-end 

se t t l emen tandno tbeincorpora t ed  as a f a c t o ri nf o r m u l a t i n gp r o s p e c 

t i v e  r a t e s .  

a. 	 B l u e  CrossFree  Care and Bad Debts as  o u t l i n e di n  Appendix I 

oftheOctober1973 B l u e  Crossof  Rhode I s l andCon t rac twi th  

Member Hosp i t a l s .  

b .  	 B l u e  Cross a n dt h eS t a t e ' ss h a r e  of theMedicare  8-1/22 Nursing 

Care D i f f e r e n t i a l .  Such d i f f e r e n t i a l  w i l l  bebasedonactua l  

d a t a  as  determined a t  t h e  end of t h e  f i s c a l  y e a r .  

3 .  	 Any a d j u s t m e n t sn e e d e dt ob r i n gh o s p i t a lr e i m b u r s e m e n ti n t ol i n e  

w i t h  a d j u s t m e n t s  a s  d e s c r i b e d  i n  S e c t i o n  I I  M and N .  

11. 	 Volume and I n t e n s i t y  P r o v i s i o n s  

The bas i cpurposeofthesep rov i s ions  is t oe n c o u r a g e  less c o s t l yf o r m s  

o fh e a l t h  care,  o t h e rt h a ni n p a t i e n tc a r e ,  i . e .  ambula torycare ,  home 

c a r e ,  andpre-admiss iontes t ing .  
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CHANGE  

HOSPITAL*  

PER  

Thus t h e  i n t e n t  of t h e  p a r t i e s  i s  t o  d e s i g n  volumeand i n t e n s i t y  p r o v i 

s i o n s  t h a t  would bebo ths impletoadmin i s t e randp lacetheincen t ive  

on a h o s p i t a lt oo p t i m a l l yu s e  i t s  f a c i l i t y .  The bas icassumpt ion  on 

t h e  i n p a t i e n t  s i d e  is tha thosp i t a l sshou ldbere imbursedfo rinc reased  

o r  d e c r e a s e d  volume o n l y  i n  r e l a t i o n  t o  t h e  f i x e d  c o s t s  when a c t i v i t y  

i s  d e c r e a s i n g ,  o r  t o  t h e  e x t e n t  t h a t  v a r i a b l e  o r  m a r g i n a l  C o s t s  i n c r e a s e  

as volumeincreases .  

VOLUME CORRIDORS * 

1. ROUTINE CORRIDORINPATIENT 

FROM PORTIONOF BUDGETED PER d i e m  
BUDGETED DAYS RETAINED BY REFUNDED TO 

3RDPARTIES 

+' 0-5% 20% 80% 

+ 5-7%70% 30% 

-t- 7-10% 40% 60% 

10% NEGOTIABLENEGOTIABLE 

c h a n g e  FROM PORTION OF BUDGETED DIEM: 
BUDGETED DAYS TOPAID NOT BILLED TO 

HOSPITAL 3RD PARTIES 

- 0-5% 80% . 20% 

- 5 7 %  70% 30% 

-7-10% 60% ', 40% 

-10% NEGOTIABLENEGOTIABLE 

* ALSOEQUALSPORTION OF ROUTINE VOLUMEADDED TOEXPENSEBASE 
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The revenueintheabovecontext  means agreeduponbudgeted 

r e v e n u ef o ri n p a t i e n tr o u t i n es e r v i c e s .  

There w i l l  be  a s e p a r a t e  n u r s e r y  d a y  c o r r i d o r  f o r  Women and 

In fan t sHosp i t a lon ly .Othe rwise ,the re  i s  n oc o r r i d o rf o r '  

nursery  days .  

Theaboveadjustmentsapplytoboth' revenuesandtheexpense 

base;however, no nega t ivead jus tmen t s  w i l l  be  made t o  t h e  

expense base.  

2. INPATIENTANCILLARY a d j u s t m e n t s  

These ad jus tmen t s  are d e s i g n e d  t o  p r o t e c t  h o s p i t a l s  a n d  t h e  

Thi rdPar t iesf romunexpectedvolumef luc tua t ions .  It should 

b en o t e dt h a tt h eP r o f e s s i o n a l  Component f o r  d i r e c t  p a t i e n t  

c a r e  i s  n o ti n c l u d e di nt h ea n c i l l a r ya d j u s t m e n t s .T h e s ea d 

j u s t m e n t sa p p l yt oa n c i l l a r yr e v e n u e( s u b j e c tt ot h ea p p l i c a b l e  

o v e r a l l  R.C.C.)  and w i l l  app lyinthefo l lowingmanner .  

To t h e  e x t e n t  t h a t  a h o s p i t a lc a nd e m o n s t r a t et h a tp r e - a d m i s s i o n  

t e s t i n g  was per fo rmedoninpa t i en t s , , t he  amountofsuchpre

a d m i s s i o n  t e s t i n g  w i l l  becons idered  as a n  o u t p a t i e n t  s e r v i c e .  

CASE A:  IF ACTUAL INPATIENTANCILLARY REVENUE 
EXCEEDS BUDGETED INPATIENTANCILLARY 
REVENUE, THEN : 

1. 	 BUDGETED REVENUE X 1.01 = 
ADJUSTEDBUDGETED REVENUE 

2 .  ACTUALREVENUE MINUS ADJUSTED 
BUDGETED EQUALSREVENUE 
ANCILLARY r e v e n u e  EXCESS 
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